
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



154 American Statistical Association [14 



SUGGESTIONS AS TO THE LAWS OF CAPITAL RETURN 
UNDER CONDITIONS OF FREE COMPETITION* 

By M. C. Robtt 



In connection with the special interest that attaches, at the present 
time, to studies of costs of production and distribution, it is possible 
to suggest a complementary line of approach through the study of the 
actual rates of return on capital (including borrowed money) invested 
in productive and distributive enterprises. There is reason to believe 
that, in respect to such enterprises, operating under conditions of 
free competition, there are rather definite laws which govern the nor- 
mal, or long period, distribution of the establishments and the in- 
vested capital by rates of capital return. The laws governing this 
distribution may be stated, tentatively, as follows: 

1. Rates of capital return under conditions of free competition are 
determined not by the kind of production or distribution, but by 
certain constants, such as the ratio of invested capital to gross sales or 
output, the ratio of gross sales or output to the value added by manu- 
facture or distribution, the relation of the business or industrial activ- 
ity to the normal business cycle, i. e., whether this activity fluctuates 
more widely or less widely than general business activity, etc. 

2. In each particular line of production or distribution, prices are 
determined by the costs of operation of a group of establishments which 
earn, in the long run, only the rate of capital return reasonably neces- 
sary to maintain them. 

3. In relation to this price-determining group of establishments, the 
entire investment in the industry, or distributive process, is arranged 
by rates of capital return in the form of a heavily skewed frequency 
curve, there being few establishments earning appreciably less than 
those of the price-determining group, but a very considerable number 
earning higher rates of return. 

4. In industries or distributive processes where the rate of capital 
turn-over is high, where the ratio of value added by manufacture or 
distribution to the total value of output or sales is low, or where 
business activity fluctuates more widely than general business activity, 
the spread of the frequency curve is relatively great and the ratio of the 
average rate of capital return to the rate of capital return in the price- 
determining group is high. 

The preceding suggestions as to the laws which govern capital re- 

* Read before the eighty-first annual meeting of the American Statistical Association. 
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turn, and therefore prices, under conditions of free competition, cannot 
be looked upon as anything more than an indication of promising 
lines of investigation for the future. They have, however, been tested 
in a very limited way, through an analysis of the basic data used by 
Mr. J. E. Sterrett in the preparation of his article in "The American 
Economic Review" for March, 1916, from which data it has been pos- 
sible to eliminate all figures for establishments not definitely known 
to be subject to active competition. 

The accompanying curves indicate the results of this analysis and, 
so far as they go, bear out the assumptions previously made. The 
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difference in the spread of the curves for manufacturing and mercantile 
establishments is particularly noticeable. It is hardly to be accounted 
for by accidental variations due to the small number of establishments 
considered, and may be assumed to be due mainly to the fact that the 
capital turn-over in manufacturing ordinarily does not exceed 200 
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per cent per annum, whereas this turn-over probably averages from 
300 per cent to 400 per cent per annum in most mercantile businesses. 

In connection with statistical studies of the kind under discussion, 
it is hardly necessary to indicate possible applications to questions of 
profit sharing, wage and price relations, excess profits taxes, and the 
basic distribution of national income. Regarding some of these ques- 
tions, however, there is danger that entirely misleading conclusions 
may be arrived at, unless proper consideration is given to the fact that 
the general distribution of establishments by rates of capital return 
may remain relatively fixed, while at the same time individual estab- 
lishments may make substantial profits one year and sustain substantial 
losses the next. 

A further consideration, frequently overlooked, is that of the losses 
of capital in unsuccessful ventures. Some of those who have studied 
this question most closely are inclined to believe that the excess of the 
average capital return over a normal interest rate in established bus- 
inesses would be wholly offset if the losses in legitimate, but unsuccess- 
ful, new ventures, and in the earlier lean years of successful ventures, 
could be, and were, capitalized. It is difficult to check this opinion 
statistically, but a rather extensive inquiry among stock brokers fails 
to reveal any real conviction among them that an investor who spreads 
his risks over a list of new ventures, selected even with somewhat more 
than ordinary care, will secure a better rate of return in the long run 
than by buying seasoned securities. 



